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PAKISTAN: 


KEY ECONOMIC INDICATORS 


(All years are Pakistan Fiscal Years (PFY), 


July 1 through June 30) 


Gross National Product 
(GNP) (million rupees) 

Population (millions) 

GNP Per Capita (rupees) 

Exchange Rate (U.S. $1l=) 
(year average) 


(rupees) 


Annual Real Growth Rates (percent) 
(PFY 1959-60 factor cost) 

-- Gross National Product 
Gross Domestic Product 
Agriculture 
Manufacturing 


Expenditure and Savings Ratios 

Consumpt ion/GNP 

Gross Domestic Investment/GNP 

Gross Domestic Savings/GDP 

Gross Domestic Savings/Gross Domestic 
Investment 

Gross National Savings/GNP 


Public Finance (million rupees) 
Revenue 
Surplus of Autonomous Bodies 
Expenditure 
-- Current 
-- Development 
Overall Deficit 
Financing: 
External (net) 
Domestic Nonbank 
Banking System 


Money Supply (million rupees) 
-- (As % of GDP) 


Price Indices (PFY 1969-70=100) 
-- Consumer (year-end) 
-- Wholesale (year-end) 


Balance of Payments (million dollars) 
Trade Balance 


Exports, f.0.b. 
(to United States) 
Imports, f.0o.b. 
(from United States) 
Invisibles (net) 
of which: remittances 
Current Account Balance 
Gross Aid Disbursements 
Overall Balance 
Change in Reserves 
Total Reserves (end June) 
(in weeks of imports) 
Debt Service Ratio* 


* as percentage of all current account 


PFY 82 


344,779 
85.7 
4,023 


10.87 


SL, 930 
1,909 
71,013 
(46,370) 
(24,643) 
-17,174 


5,345 
6,313 
5,516 


116,510 
(36.0) 


396.0 
393.6 


-3,450 
27329 
(167) 
=3), 769 
(508) 
1,840 
(2,224) 
-1,610 
1,092 
-580 
-235 
809 
(6.7) 
14.0 


receipts and including effects of debt relief 


Sources: 


Embassy estimates. 


PFY 83 


(Actual) (Actual) 


401,643 
88.2 
4,554 


12.72 


58,928 
2,286 
86,774 
(59,718) 
(27,056) 
-25,560 


5,068 
14,368 
6,124 


147,174 
(40.0) 


415.4 
410.3 


-2,906 
2,628 
(158) 
-5,534 
(559) 
2,471 
(2,885) 
-435 
1,224 
723 
1,147 
1,956 
(16.9) 
13.2 


1982-83; 


State Bank of Pakistan, Annual Report, 
8 and 


Planning Commission, Annual Plan, 1983-84; 


Percent 
Change 
Over 
PFY 82 


PFY 84 
(Targets) 


455,319 
90.8 
5,015 


13.50 


71,478 
2,327 
96,825 
(67,561) 
(29,264) 
-23,020 


8,286 
12,391 
2,343 


165,340 
(36. 3) 


442.4 
437.0 


-3,468 
2,935 
(176) 
-6,403 
(650) 
2,648 
(3,174) 
-820 
1,489 
253 
408 
2,364 
(17.7) 
12.4 





SUMMARY 


The Pakistan economy recorded its sixth consecutive year of 
rapid growth during Pakistan Fiscal Year (PFY) 83 (July 1 - 
June 30). Real GDP expanded by 5.8 percent, with the agri- 
cultural sector growing by 4.8 percent and manufacturing 
output by 8.3 percent. Population growth also continued at a 
rapid pace, increasing by three percent, but real per capita 
income still increased by a respectable 3.5 percent. Gross 
domestic investment remains low at about 13.5 percent of GNP 
and the domestic savings ratio is similarly disappointing at 
only 5.8 percent of GDP. Improving this performance will be 
a central goal of the Sixth Five-Year Plan, which began 

July 1, 1983, if the Plan is to attain its growth targets of 
6.5 percent per annum for GDP, 4.9 percent for agriculture 
and 9.3 percent for industry. 


In agriculture, record crops in wheat and cotton accounted for 
the 4.8 percent rate of growth, the best performance in three 
years. These positive developments compensated for shortfalls 
in rice and sugarcane production. For the current year PFY 84, 
the outlook is much less optimistic. The cotton crop, 
devastated by ill-timed rains and pest infestation, may suffer 
a 40 percent shortfall which would significantly reduce total 
value added in agriculture and GDP as a whole. The cotton 
crisis underscores the degree to which Pakistani agriculture 
remains vulnerable to weather conditions and the need for 
improved policies to deliver to the farmer adequate amounts 

of inputs together with supporting services. In industry, 
despite another year of favorable growth, the outlook for the 
Sixth Plan period depends on the degree to which the government 
can address the numerous constraints which serve to limit a 
more active private sector role in industrial investment. In 
the energy sector, despite further government steps to improve 
incentives for production and conservation of energy, the 
country is experiencing another winter of widespread electricity 
and gas load-shedding. The Sixth Plan devotes nearly 40 percent 
of its allocations to critical energy investments, but even if 
the Plan's optimistic assumptions are realized, the energy gap 
will be a fact of life for years to come. 


After two years of successful restraint in the fiscal and mone- 
tary area, PFY 83 represented a deterioration in both areas. 
The budget deficit widened markedly in response to continued 
revenue shortfalls linked to low levels of import duty collec- 
tions; however, this amount was financed without excessive 
resort to inflationary bank borrowing due to the availability 
of high levels of nonbank financing through private deposits 

in various small savings schemes. The money supply grew by 
26.3 percent, well above the levels of recent years and 
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attributable to a massive increase in foreign exchange reserves. 
Much of this excessive liquidity growth came at the end of the 
fiscal year, with the result that for the year as a whole, 

prices were held to their lowest rate of growth in years at 

only 4.9 percent, as recorded in the official Consumer Price 
Index. For PFY 84, the indications are that price pressures 

are somewhat greater. The balance of payments outcome in 

PFY 83 was substantially better than expected, with reserves 
doubling to a new high of nearly two billion dollars. This 
turnaround after a poor year in PFY 82 was due to buoyant growth 
from manufactured exports, continued stagnation in imports, a 
renewed surge in workers' remittances, and substantial financial 
support from the IMF under the final year of Pakistan's three- 
year Extended Fund Facility arrangement. Highlights of Pakistan's 
current economic relations with the United States include the 
resumption of American aid (PFY 83 was the second year of a 
projected six-year, $3.2 billion package of economic and military 
assistance), the visit of a major U.S. investment mission to 
Pakistan, and continued opportunities for an expanded American 
role in supplying imports. 


OVERALL ECONOMIC ACTIVITY 


Pakistan is one of the poorest countries in the world, with per 
capita GNP less than $400. The population, today nearly 90 
million, is growing at about three percent per year. Over the 
past twenty years, the economy has experienced an uneven pattern 
of development. Rapid growth during the sixties was followed 

by virtual stagnation !during the early and mid-seventies. The 
government of General Zia ul-Haq faced a badly disrupted economy 
when it took office in July 1977. Since that time, however, it 
has taken steps to restore policy stability and fiscal discipline. 


Pakistan Fiscal Year (PFY) 83 (July 1-June 30) represented the 
sixth consecutive year of favorable overall economic growth. 
Since 1977, real GDP growth has averaged six percent per year, 
with the agricultural sector averaging four percent and the 
manufacturing sector ten percent. During PFY 83, GDP grew by 
5.8 percent, up from 5.6 percent the previous year, agricultural 
value added was 4.8 percent, up from 3.3 percent in PFY 82, and 
manufacturing output climbed 8.3 percent, representing somewhat 
slower growth than the previous year's 11.9 percent. 


Gross domestic fixed capital formation in PFY 83 rose by 14.1 
percent, remaining at about 13.5 percent of GNP, the level 
where it has been for the last three years (compared with an 
average of 15.5 percent during the preceding two years). This 
trend reflects a decline in the public sector investment ratio 
and no change in the ratio of private investment to GNP. The 
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fall in the public sector ratio is the result of the completion 
of several large-scale industrial projects begun under the 
previous government and funded to completion by the Zia regime, 
and the latter's decision to leave new public industrial 
investment to the private sector in order to concentrate 

scarce public resources in other sectors. The public sector 
continues to account for about two-thirds of total domestic 
investment, a dominance it has enjoyed since the early seventies. 
Pakistan's national savings rose by 50.8 percent during PFY 83, 
equal to 14.1 percent of GNP (up from 10.7 percent), due to 
substantial inflows of worker's remittances, but the domestic 
savings ratio remained low at 5.8 percent of GDP. The combina- 
tion of the lower investment ratio and the increase in national 
savings resulted in a marked reduction in Pakistan's reliance 
on foreign savings. National savings financed 91.1 percent of 
gross domestic investment in PFY 83, compared with an average 
of slightly over 70 percent over the preceding four years. © 


The Sixth Five-Year Plan, which began July 1, 1983, projects 
continued rapid growth for the Pakistan economy through the 
next five years. GDP is projected to grow at 6.5 percent per 
annum, based on average annual growth in agriculture of 4.9 
percent and in industry of 9.3 percent. The Plan calls for an 
increase in the rate of national saving (from 14.1 percent of 
GNP in PFY 83 to nearly 17 percent in PFY 88) to lift the rate 
of investment from 13.5 percent of GNP in PFY 83 to 17.4 
percent by PFY 88. Total Sixth Plan size is Rs. 490 billion 
($36.3 billion), of which Rs. 290 billion ($21.5 billion) would 
be in the public sector development program and Rs. 200 billion 
($14.8 billion) would be provided by the private sector. Halfway 
. through the current year PFY 84, it appears that a major short- 
fall in the cotton crop will make it impossible for the agri- 
cultural growth target to be met. Early estimates call for 
value added in the agricultural sector as a whole to be well 
below the targeted 4.9 percent. Such an outcome would depress 
GDP growth to 5.0 percent or less, which would be the lowest 
growth rate since the Zia government took over. 


AGRICULTURE 


The agricultural sector in Pakistan accounts for nearly 30 

percent of GDP, employs over half the labor force, and accounts 
directly or indirectly for about 70 percent of total export 
earnings. There are two crop seasons, kharif (summer) and rabi 
(winter). The major kharif crops are rice, cotton, and sugarcane, 
and the principal rabi crop is wheat. These four crops account 
for more than 50 percent of total value added in agriculture, 

with wheat alone accounting for more than 20 percent. In recent 
years, a combination of generally favorable weather conditions 
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and improved policies regarding procurement prices and inputs 
has resulted in favorable improvements in output which have 
now made Pakistan self-sufficient in food on a net basis. In 
PFY 83, record crops in wheat and cotton resulted in overall 


agricultural growth of 4.8 percent, the highest rate of growth 
in three years. 


Wheat production in PFY 83 increased by 10.1 percent to 12.3 
million tons, which resulted in substantial buildup of govern- 
ment stocks and opened up the prospect of limited exports. In 
PFY 82, Pakistan shipped 50,000 tons of wheat to Iran and in 
February, 1983, agreed to sell an additional 130,000 tons. 
Cotton output rose by 10 percent, reaching 4.8 million bales. 
The rice crop was affected by inadequate rains, declining 
slightly from its record levels of the previous year to 3.4 
million tons. Production of sugarcane was also down somewhat, 
totalling 32.5 million tons. There appears to have been some 
shifting of crop land out of sugarcane in response to recent 
changes in relative output prices. During PFY 83, the govern- 
ment raised prices for wheat, rice, cotton, oilseed crops, 
potatoes and onions. Over the last few years, procurement/ 
support prices for the major crops have been brought more 
closely into line with international prices, with increases 

of 37-52 percent for rice, 15-18 percent for cotton, 28 percent 
for wheat, and 55-60 percent for sugarcane. As part of this 
program of price rationalization, the government is gradually 
phasing out fertilizer subsidies, with the objective of elimin- 
ating them altogether by mid-1985. As of June, 1983, domestic 
urea and phosphatic fertilizer prices were estimated to be on 
average about 90 percent and 60 percent of international prices, 
On August 1, 1983, the government announced the decontrolling 
and derationing of sugar. Under the new policy, sugar marketing 
is to be handled by the private sector, with the government's 
role limited to maintaining a reserve stock of about 200,000 
tons for intervention purposes and to supply remote areas, 


The Sixth Plan projects average annual growth in agriculture of 
4.9 percent, with minor crops (edible oil, dairy products, 
fruits, vegetables, poultry, eggs and livestock) growing at a 
faster rate than the traditional four major crops. The major 
elements in the strategy for the agricultural sector are (1) 
improved availability and use of inputs such as fertilizer, 
pesticides, seed and credit; (2) more effective use and appli- 
cation of irrigation water; (3) imports of small tractors and 
other small farm machinery to provide a basis for intensive 
farming on small and medium farms; (4) extension of support 
prices and other incentives to new crops; (5) greater emphasis 
on exports; and (6) holding constant the present size of the 
edible oil deficit through rapid expansion of domestic oilseeds 
and protein-based crops. The Plan's public sector allocation 
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for agriculture is Rs. 12.4 billion ($915 million), represent- 


ing 4.1 percent of total allocations, or the same share as under 
the Fifth Plan. 


The Plan's strategy for developing irrigation water resources 
involves a three-pronged approach: (1) protection of fertile 

land and infrastructure from waterlogging, salinity and floods 

by completing repair work on Tarbela Dam and the Indus Basin 
irrigation works; (2) improvement of the existing ailing irriga- 
tion and drainage system through canal remodeling, rehabilitation 
and on-farm water management; and (3) extension of irrigation 

and drainage through new irrigation schemes, medium-sized 
reservoirs, public tubewells in underdeveloped areas, and new 
schemes in Baluchistan and the tribal areas. An allocation 

of Rs. 32.1 billion ($2.4 billion) has been indicated to 
implement this strategy, accounting for 10.5 percent of total 
allocations and representing a slightly higher share than under 
the Fifth Plan. However, the new Plan program gives relatively 
greater emphasis to drainage, reclamation and irrigation, whereas 
the previous Plan's water sector allocations were concentrated 

on Tarbela Dam construction and repairs. 


For the current year PFY 84, the annual Plan calls for agri- 
cultural growth of 4.9 percent, based on recovery in rice and 
sugarcane, moderate increases in wheat and cotton crops, and 
faster growth of minor crops such as pulses, onions, fruits 

and oilseeds. Through December, however, it appears that this 
target will be difficult to meet. The cotton crop, devastated 
by ill-timed rains and pest infestation, is unlikely to exceed 
3.3 million bales, which would be well short of the 5,2 million 
bale target and a 45 percent shortfall from last year's harvest, 
In response to this situation, and to meet the needs of the 
domestic textile industry, which annually consumes some 3.2 
million bales of cotton fiber, the Government has taken a number 
of steps, including the suspension of cotton exports from this 
year's crop and liberalization of imports of cotton and viscose 
fiber. Outlook for the wheat crop is also uncertain, as lack of 
winter rains has threatened that portion of the crop (about 12 
percent) planted in the rain-fed (barani) areas. With the setback 
in cotton production, the targeted growth rate for agricultural 
output will not be achieved. Although the major crop subsector 
will be affected more seriously, minor crops will also suffer 
because of the corresponding reduction in cottonseed oil produc- 
tion. Current estimates call for a decline of about 2 percent 
in value added from major crops and a growth rate for the agricul- 
tural sector as a whole of perhaps as little as 1,5 percent, 
which would be the lowest since PFY 75. 
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A shortfall in the agricultural growth target for the first 
year of the Sixth Plan will make the rest of the Plan period's 
ambitious targets for agricultural production that much more 
difficult to achieve. Much of the relatively favorable perfor- 
mance under the Fifth Plan stemmed more from acreage expansion 
than any major enhancements of yields. Of the major crops, 
only wheat demonstrated consistent productivity improvements. 
The government has yet to put together a program for providing 
adequate amounts of inputs (fertilizers, improved seeds, and 
water) together with supporting services (credit, extension, 
education, research). The extent of damage to the cotton crop 
highlights the importance of an effective extension service 
which, given the time lag between early pest infestation and _ 
its subsequent spread, could have minimized the adverse impact. 
Research on agriculture is also sparse, and has limited linkages 
with extension. In addition, Pakistan's irrigation systen, 

the largest in the world, is seriously constrained by water- 
logging and salinity, with the result that more than half the 
gross inflow into the irrigation system is lost. The Sixth 
Plan's strategy addresses these problems, but, as this year's 
problems have already demonstrated, for the time being 
Pakistan's agricultural sector remains vulnerable. 


MANUFACTURING 


The manufacturing sector contributes about 1/7 percent to GDP, 
with large-scale industrial units accounting for about three 
fourths of this share. Cotton textile manufacturing is the 
country's largest industry. Other important industries include 
food processing, fertilizer, chemicals, cement, transportation 
equipment, pharmaceuticals, iron and steel products, and a 

wide variety of machinery manufacturing. The public sector 
dominates steel, vegetable oil, cement and vehicles, and has 

a major market share in petroleum products, soda ash and 


fertilizer. The textile subsector is primarily in private 
hands. 


During PFY 83, manufacturing output rose by 8.3 percent, down 
from 11.9 percent the year before. Output of fertilizer rose 
32.1 percent to 2.6 million metric tons, due to additional 
capacity added at the semi-public Fauji plant and the attainment 
of full production at the government-owned Hazara plant. Cement 
production increased by 7.9 percent to 3.9 million metric tons, 
attributable to expansion in capacity at two new public sector 
plants (Thatta, which began commercial production in December, 
1982, and Dandot, which started up in March, 1983). Output 

of mild steel products climbed 5.7 percent to 582,000 metric 
tons in response to better availability of scrap iron for the 
re-rolling mills from the ship-breaking industry, Jute produc- 
tion increased 11.6 percent. 
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Refined sugar production registered a decline of 13.2 percent 
after last year's major surge in output. The slow-down was 
largely attributable to the late start of the cane crushing 
season, short supply of cane to the mills, electricity load- 
shedding, and shortages in gas supply. The persistent declining 
trend since PFY 74 in mill-made cotton cloth, which was 

reversed in PFY 80 and 82, re-emerged in PFY 83, as output 
tumbled 8.2 percent to 320 million square meters, The government 
attributed this to stiff international competition, tariff and 
non-tariff barriers in developed countries and continuing 
recession in the West. Despite several supportive measures 
taken by the GOP to cope with the situation, a large number of 
looms and spindles remain idle. The rate of capacity utiliza- 
tion in the weaving sector is only slightly over 50 percent. 
Yarn production rose 4.1 percent in PFY 83 to 458.3 million 
kilograms. The spinning sector's capacity utilization is some- 
what better than that of the weaving sector, but still quite 

low at under 70 percent. Output of ghee (hydrogenated vegetable 
oil) was down 7.5 percent to 522,000 metric tons. Large 
quantities of edible oil continue to be imported (over 400,000 
tons of soybean and palm oil in PFY 83) to meet rapidly 
expanding domestic consumption requirements. 


Chemical production dropped 5.8 percent to 210,000 metric tons, 
mainly because output of soda ash declined in response to 
larger imports. Paperboard and chipboard declined 1.7 percent 
and tires and tubes slumped by 6.1 percent. 


The strong performance of the manufacturing sector in recent 
years represents the latest of four distinct phases of industrial 
activity in Pakistan. The first phase, lasting roughly from 
independence in 1947 to 1958, was characterized by import substi- 
tution and high protection, which resulted in rapid but ineffic- 
ient growth. The period from 1958 to 1971 was characterized by 
active government encouragement of concentration of industrial 
ownership through numerous production and export incentives 

and the maintenance of protection for domestic units, Beginning 
in 1972, however, there was a dramatic change in industrial 
policy. The new regime opted for direct management of industry, 
nationalizing many large manufacturing units as well as all 
domestic banks and life insurance companies. In addition, the 
government introduced further moves which continue to influence 
the industrial sector. It embarked on a public investment 
program which emphasized massive new capital-intensive manufac- 
turing projects, many of which are only now coming on strean, 

and it introduced many new regulations to control the private 
sector which are still in effect today. 
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These shifts in policy were reflected in a reversal of the 
shares of public and private investment. The share of the 
private sector declined from 90 percent in PFY 73 to 26 percent 
in PFY 78. The present government, in power since July, 1977, 
has stated its desire that the private sector again play a 

major role, and to this end has made numerous changes in 
industrial policy designed to encourage greater private invest- 
ment, to curtail further public industrial expansion, and to 
improve operating efficiency in the existing nationalized 
industries. These measures appear to have stimulated increased 
private sector confidence and investment (by PFY 83 the private 
sector share of total manufacturing investment had reached 53 
percent); however, due to the decline in public sector invest- 
ment, total real manufacturing investment has been declining 

for the last three years. The situation reflects in part 
lingering private sector apprehension over future political 
developments, but also a number of purely economic constraints, 
including: (1) infrastructure deficiencies; (2) an ad hoc 

system of incentives reflecting revenue and protection consider- 
ations rather than industrial efficiency concerns; (3) excessive 
government controls and intervention affecting company formation, 
investment sanctioning, imports, and access to foreign exchange; 
and (4) an inefficient public manufacturing sector which distorts 
downstream markets for several important products (fertilizers, 
cement, vehicles, edible oil, steel, heavy engineering) and 
which results in large public sector claims on scarce institu- 
tional credit. In addition, businessmen express concern about 
an industrial financial sector burdened by a detailed and 
centralized system of credit allocation and an interest rate 
structure encouraging short-term, quick turnover transactions, 
labor laws which restrict management's freedom of action, and 
pricing policies which provide inadequate incentive to minimize 
operating costs, allocate resources efficiently, or make optimal 
investment decisions. 


A key strategy of the Sixth Five-Year Plan, which began July l, 
1983, is to rely on major increases in private industrial invest- 
ment to provide annual growth rates of 9 percent and thus allow 
public sector resources to be concentrated in the key infra- 
structural sectors of energy, water, transport, education and 
health. The extent to which this strategy can be realized 

depends on the ability of the Government to address the constraints 
outlined above. In this regard, a long-awaited Industrial Policy 
Statement is soon to be released. The Plan indicates four major 
growth points for expansion of the industrial sector: (1) export- 
oriented goods, especially in cotton textiles and food processing; 
(2) agricultural inputs (assembly and manufacture of small and 
medium tractors, tubewells, etc.); (3) minerals, especially coal, 
copper, phosphate and gypsum; and (4) steel-based engineering 
goods, to take advantage of the nearly-completed Karachi Steel 
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Mill's output. On this last point, the government has decided 
to use the concept of landed cost parity (c,i.f. plus duty) 
for the pricing of steel mill products in order to avoid 


passing on the mill's high capital and production costs to 
downstream units... 


ENERGY 


Although Pakistan possesses a variety of commercial and tradi- 
tional energy resources, energy demand is fast outpacing energy 
generation, Between 1976 and 1982, the annual compound growth 
rate for consumption was 9.3 percent and only 9.1 percent for 
supply. Pakistan is self-sufficient to the extent of about 

67 percent of its energy requirements, the balance being met 
mainly through imports of 90,000 barrels per day of crude 
petroleum and 30,000 barrels per day of product, creating a 
serious strain on the balance of payments. In PFY 83, net 
imports of petroleum and petroleum products totaled $1.3 billion, 
indicating a 61 percent increase over three years and equating 
in value to half of all export earnings. The government has 
‘attempted to reduce Pakistan's dependence on imported oil 
through development of domestic energy resources, including 
Matural gas, oil, and hydroelectricity. 


Pakistan possesses sizeable natural gas resources, with total 
recoverable reserves of 442 billion cubic meters. During 
PFY 83, natural gas production rose by 7.5 percent to an 


estimated 10 billion cubic meters. Until recently, the GOP 

had been successfully developing its natural gas resources in 
step with demand; however, largely due to a pricing policy which 
kept gas prices artificially low, thus encouraging consumption 
and discouraging new producer investments, demand has overtaken 
supply with the result that serious gas shortages have become 
increasingly common. The government has taken some initiatives 
to rectify this situation by gradually adjusting both producer 
and consumer prices (most recently, consumer prices were 
increased by an average of 25 percent in June 1983), but much 
‘remains to be done. 


Although crude oil has been produced in Pakistan for over 70 
years, reserves appear modest, currently estimated at 70 million 
barrels. During PFY 83, crude oil production increased by 7.0 
percent to about 12,000 barrels per day. This was mainly 
attributable to new production at the Union Texas field at 
Khaskheli, near Karachi. Total coal reserves are estimated at 
around 600 million tons, from which PFY 83 production was about 
1.5 million tons. 
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From an estimated 10,000 megawatts (MW) of economically recover- 
able hydel power, the installed hydel generation capacity as of 
June, 1983 was 2,547 MW (an increase of 700 MW over the previous 
year due to completion of new capacity at Tarbela Dam), from 
which an estimated 11,189 million kilowatt hours (KWH) were 
generated during PFY 83, an increase of 35 percent over the 
previous year and representing about two-thirds of total power 
generation. The remainder was supplied by thermal units using 
gas and oil. When hydel generation capacity was curtailed 
during Spring 1983 due to low water in the northern areas, the 
government was forced to resort to extensive load-shedding 
because thermal capacity was not adequate to make up the difference. 


The Sixth Plan accords highest priority to developing energy 
resources. Expenditures on energy are targeted at Rs. 116.5 
billion ($8.6 billion) over the five year period, representing 
nearly 40 percent of total Plan outlays. About three quarters 
of this amount is for power generation projects and most of the 
remainder for oil and gas development. Total installed generating 
capacity is to be increased from 4,809 MW in PFY 83 to 8,604 MW 
in PFY 88, with most of the new capacity being thermal. Even if 
this optimistic target is reached, however, it appears likely 
that power shortages will be prevalent throughout most of the 
1980s. Demand for petroleum products is expected to increase 

by 11.3 percent per annum (from 112,000 barrels per day to 
192,000 barrels per day) during the Plan period, with the major 
increase likely to be for fuel oil (to replace scarce natural 
gas for thermal power generation), diesel oil and gasoline, 
Domestic crude oil supply is to rise from 12,000 barrels per day 
to 21,000 barrels per day from development of existing fields, 
Sixth Plan projections for gas show total demand increasing 

from 702 MMCFD to 839 MMCFD on average and from 979 MMCFD to 
1,121 MMCFD during peak periods. With supplies forecast to 
increase only from 622 MMCFD to 825 MMCFD on average and from 
692 MMCFD to 916 MMCFD during peak periods, this implies 


continuing significant shortages of gas throughout the Plan 
period. 


PUBLIC FINANCE, MONEY AND PRICES 


During the mid-seventies, Pakistan's domestic financial position 
deteriorated badly. Inappropriate fiscal policies together 

with little control on expenditures and an inelastic tax system 
resulted in increasingly larger budget deficits and high levels 
of government bank borrowing. The latter contributed to high 
rates of domestic credit and monetary growth. Due to a heavy 
beliance on price controls, domestic inflationary pressure was 
somewhat suppressed, but the balance of payments suffered as the 
excess liquidity in the economy resulted in a widening trade 
deficit financed by foreign borrowing and reserve drawdowns. 


*MMCFD: million standard cubic feet daily 
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Beginning in 1980, the Zia government undertook a major effort 
to restore fiscal stability through a program of strong demand 
Management supported by the IMF and World Bank, The corner- 
stone of this effort was the three-year Extended Fund Facility 
(EFF) arrangement with the IMF, which ran from November, 1980, 
to June, 1983, when it became inoperative because of nonobser- 
vance of certain performance criteria. Under the EFF, Pakistan 
received SDR 1,079 million ($1.2 billion) in support of its 
program of structural reform and adjustment, The program's 
main fiscal and monetary objectives were: (1) to limit the 
overall deficit to 5 percent of GDP on average and government 
domestic bank borrowing to 2 percent (through tax reform, 
expenditure control and reduced subsidies); and (2) to restrain 
liquidity growth to 14-15 percent per year, well below the 
projected increase in nominal GDP, in order to contain annual 
inflation rates to 10 percent. These targets were accompanied 
by reforms on the supply side designed to benefit the balance 
of payments. The World Bank aided in this effort through a 
$140 million Structural Adjustment Loan (SAL) to support 
improvements in development planning and policies in the 
agricultural/water, energy, and industrial sectors. 


During the first two years of the EFF period (PFY 81-82), the 
government remained within the ceilings on fiscal and monetary 
growth; however, on the budget side, this was accomplished in 
the absence of significant fiscal reforms. Indeed, the 
revenue/GDP ratio stagnated, current expenditures rose more 
rapidly than expected, and public investment spending fell 


short of target. However, the government was able to avoid 
excessive recourse to bank borrowing for budgetary support 
(which would have jeopardized the continuation of the EFF) 
by mobilizing vast quantities of private savings deposits in 
various government-sponsored small savers' instruments, yields 
on which were enhanced early in the IMF program period, It 
remains to be seen whether this phenomenon represents an 
excessive diversion of resources from the private to the 
public sector; it may be that the Sixth Plan strategy of 
relying on higher levels of private industrial investment 
could be jeopardized by the government's own heavy reliance 
on private savings. 


Midway through the third year, the EFF program came to an 
early conclusion when: (1) the substantial balance of payments 
surplus in PFY 83 generated a large expansion of domestic 
liquidity which exceeded its ceiling; (2) good agricultural 
crops required a higher level of government bank borrowing 

to finance commodity operations, thus exceeding a second 
ceiling; and (3) the government and the fund were unable to 
reach agreement on a financial program for PFY 84. Similarly, 
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negotiations with the World Bank over a second structural loan 
were suspended because the government felt the bank's proposals 
on policy reforms to be too demanding. Despite the ending of 
these formal Structural Adjustment programs, however, it seems 
likely that Pakistan will continue in the years ahead to 

adhere to the conservative fiscal and monetary policies 

which characterized the IMF and World Bank arrangements. 
Whether the Sixth Plan's ambitious targets for domestic 
resource mobilization can be realized without greater attention 
to the kinds of fiscal reforms avoided under the EFF, however, 
remains to be seen, 


The PFY 83 fiscal position represented a slight weakening 

from the previous two years. The overall deficit was Rs. 25.7 
billion ($1.9 billion), equivalent to 6.9 percent of GDP and 
significantly higher than in recent years. This result was 
mainly due to continued declines in revenue performance due 

to stagnant import duty collections. As indicated above, the 
higher deficit was financed primarily from domestic nonbank 
borrowing through receipts from small savings schemes and 

thus bank borrowing for deficit finance was held to 1.7 percent 
of GDP, or about the same level as in PFY 82. For the current 
year PFY 84, the budget called for a reduced overall deficit 
of Rs. 23.0 billion ($1.7 billion), equivalent to 5.4 percent 
of GDP. However, six months through the fiscal year, it 
appears that a number of unanticipated factors may serve to 
widen that projection considerably. A new pay package for 
government workers, announced on August 1, 1983, will add 

Rs. 1.0 billion to current expenditures. Higher international 
prices for edible oil have caused the government to resume the 
subsidy for ghee which it managed to eliminate in 1981. To 
reduce the budgetary impact, ghee prices were increased 25 
percent in November; however, a subsidy burden of at least 

Rs. 1.0 billion is anticipated. Finally, with import growth 
still stagnant through the first half of PFY 84, it appears 
unlikely that targets on customs duty collections will be 
reached, thus reducing overall revenues. However, even if the 
overall deficit widens considerably, the continued buoyant 
performance of small savings schemes seemslikely to limit the 
recourse to higher levelsof deficit financing. 


PFY 83 also represented a reversal of recent favorable trends 
in money supply growth. Whereas liquidity expansion in PFY 81l 
and 82 has been held to rates below those of nominal GDP 
growth, money supply in PFY 83 grew by 26.3 percent, well 

above the 14 percent growth of nominal GDP. About 90 percent 
of the excess was attributable to the unexpected major increase 
in foreign exchange reserves, which rose by over one billion 
dollars compared with a programmed drawdown of nearly $200 





eS 


million. The liquidity excess of PFY 83 has not yet been 
strongly reflected in price developments, which may be due 

to a lag in price behavior and/or the fact that the government 
continues to exercise a number of price controls. During 

PFY 83, the consumer price index rose only 5.2 percent compared 
with 11.5 percent the year before. For PFY 84, the indications 
are that inflationary pressures will be somewhat greater, 
although the government hopes to keep the rate within single- 
digit proportions. To this end, the demand management frame- 
work for PFY 84 is intended to sop up some of last year's 
monetary excess. Money growth is targeted at 12 percent 
compared with projected growth in nominal GDP of 14 percent. 


BALANCE OF PAYMENTS 


After recording two relatively good years in PFY 80 and 81, 
Pakistan's balance of payments came under pressure in PFY 82, 
but recovered markedly in PFY 83, more than doubling gross 
international reserves. Exports increased by 13.3 percent, 
totaling $2.6 billion. Interestingly, this growth was led not 
by Pakistan's traditional major exports, but by new export 
commodities. Rice exports suffered a major decline, as average 
prices fell by 23 percent and volume by almost 5 percent. The 
government's reluctance to reduce its export prices despite 
weak demand in its major markets and aggressive price cutting 
by its competitors delayed the signing of rice export contracts 
and shipments. Value of rice exports totaled only $287 million, 
down 27 percent from last year and 49 percent from two years 
ago. Raw cotton exports have followed a similar trend, 
totaling $299 million in PFY 83, slightly up from the previous 
year, but a 43 percent decline from PFY 81. Exports of cotton 
yarn and thread increased by 17.8 percent to $237.8 million, 
reflecting continued growth in the unorganized sector as the 
number of spindles in the organized sector showed little change. 
Cotton cloth exports dropped by 10. 1 percent to $252 million. 
Other traditional exports (fish, raw wool, leather, footwear, 
carpets) experienced similar disappointing results. However, 
"minor" exports increased sharply in the aggregate, rising 

by 36 percent. This was partly due to special factors, such 

as export of surplus domestic stocks of wheat and fertilizer, 
neither of which had previously been exported, and unusually 
high exports of synthetic fabrics due to export rebate 
anomalies which have since been corrected, but even excluding 
these, the rate of growth was over 20 percent. In part, 

this reflected improved competitiveness since the rupee's 
devaluation in January, 1982, but also the fact that an 
increasing share of Pakistan's exports has been going to oil- 
producing countries which have not experienced the degree of 
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d.e pressed demand evident in Western nations. Iran became in 
PFY 83 Pakistan's major export market, taking 12.3 percent of 
total exports, followed by Saudi Arabia (9.3 percent), Japan 
(8.2 percent), Dubai (7.6 percent), the United States (6.0 


percent), China (4.9 percent), and the United Kingdom (4.8 
percent. 


Imports continued to stagnate in PFY 83, declining by 4.1 

percent to $5.5 billion. Energy imports continued to represent 
the largest single category at $1.5 billion; however, due to 
lower world prices, this was a 5 percent decline in value 

from last year and a 13 percent drop from two years ago. Imports 
of machinery, transport and other equipment totaled $1.2 billion, 
the level at which they have remained since PFY 80, thus 
indicating a consistent decline in real terms. Other major 
import categories included basic manufactures ($627 million), 
chemicals ($533 million), edible oil ($301 million), non-fuel 
raw materials ($269 million) and tea ($122 million). Factors 
contributing to the overall decline in import values included 

the rupee's depreciation, lower prices in dollar terms for 

many commodities, shortfalls in project aid imports and import 
substitution for products such as wheat, fertilizers, cement, 
iron and steel. Japan continues to rank as Pakistan's major 
source of imports, accounting for 13.4 percent of the market, 
followed by Saudi Arabia (13.3 percent), the United States 

(9.7 percent), Kuwait (9.4 percent), the United Kingdom (6.4 


percent), Germany (5.7 percent), and the United Arab Emirates 
(5.1 percent). 


Remittances from Pakistanis working abroad recovered strongly 
in PFY 83, increasing by 30 percent to a new high of $2.9 
billion, thus making them the largest single source of foreign 
exchange. The devaluation of the rupee was a major factor in 
this most recent surge; during the previous year, remittance 
growth was only 6 percent, compared with an average of 23 
percent during the previous two years, apparently due to the 
rupee's overvaluation during the period leading up to its 
delinking from the dollar. 


As a result of all these factors, the $435 million current 
account deficit in PFY 83 represented only 1.4 percent of GNP, 
the lowest ratio in over a decade and well below the 4.3 
percent average of the preceding five years. 


In the capital account, gross disbursements of foreign aid rose 
12.1 percent to $1.2 billion but were still $100 million short 
of projections as a result of delays in project implementation 
and a shortfall in commodity assistance due to lower than 
projected levels of U.S. aid. However, amortization payments 
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were lower than expected (due to the effect of the dollar's 
appreciation on nondollar debt payments) and foreign currency 
deposits at the State Bank rose by $288 million rather than 
the $100 million targeted (in response to an interest differen- 
tial over that available in Eurocurrency markets), with the 
result that net long-term capital inflows were $1.1 billion, 
53 percent higher than the previous year's amount. American 
commercial banks continued during PFY 83 to increase their 
involvement in Eurocurrency syndications to the government 
which borrowed $225 million at very favorable terms from a 
consortium led by Bank of America and Lloyds. 


The overall balance of payments was thus in significant surplus, 
at $723 million which, after net IMF transactions of $424 
million, led to an overall increase in foreign exchange 
reserves of $1.1 billion. As of June 30, 1983, gross official 
reserves (not including 1.8 million ounces of gold) amounted 

to $1.9 billion, equivalent to about 17 weeks of PFY 83 

imports (c.i.f.). External public debt now equals $13.4 
billion or 42 percent of GDP. The ratio of debt service 
payments (including IMF repurchases and charges) to current 
account receipts is 13.2 percent. 


Sixth Plan projections for the balance of payments Show moderate 
but steady increases in reserves throughout the Plan period. 
The basic assumptions underlying this estimate are a modest 
upturn in world economic activity, 15 percent average annual 
increases in export earnings, 12 percent in import payments, 


moderate but declining rates of growth for remittances (10 
percent in PFY 84, 9 percent in PFY 85, etc.) and 10 percent 
per year increases in bilateral aid. On the basis of these 
assumptions, the current account deficit would average $1.2 
billion throughout the Plan period, but decline as a percentage 
of GNP from 2:7 percent in PFY 84 to 1.7 percent in PFY 88, 
Overall surpluses of about $400 million per year would be 
reduced by scheduled IMF repurchases, but reserves would still 
increase by a total of almost $600 million in current dollars, 
leaving reserves at over twelve weeks’ worth of imports by 

the end of the Plan period. 


For the current year PFY 84, projections called for an increase 
in the current account deficit from $435 million to $920 million, 
based on a revival of import growth at 17 percent, moderate 

export expansion of 12 percent, and 10 percent increases in 
remittances. In the capital account, all categories of foreign 
aid were expected to increase, a second Structural Adjustment 
Loan from the World Bank was assumed, and the final two drawings 
under the Extended Fund Facility were indicated, with the result 
reserves were expected to increase by over $400 million. However, 
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halfway through the fiscal year, it has become apparent that 
this projection is unlikely to be realized. The disastrous 
cotton crop will mean a shortfall of some $300 million in 
fiber exports and higher world edible oil prices could add 
$200 million to the import bill. Any swing in the trade account 
is likely to be moderated, however, by better than expected 
performance from other exports and continued sluggishness in 
overall import growth. If remittances increase by about the 
targeted 10 percent, the current account outcome may still be 
within the projected range. It is in the capital account, 
however, where the lack of a second SAL, the termination of 
the EFF, and slowdowns in project aid disbursements will add 
up to a shortfall of around $400 million, thus negating the 
projected reserve increase and leaving gross reserves at 
about their current level. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


In August, 1981, the United States and Pakistan completed 
negotiations on a $3.2 billion package of economic and military 
assistance which the United States will seek to provide Pakistan 
over a six-year period. The U.S. decision to offer this package, 
which makes Pakistan one of the largest recipients of American 
economic and military assistance, followed the Soviet invasion 
of Afghanistan and the consequent recognition of Pakistan's 
strategic importance. The economic part of the package totals 
$1.6 billion and takes a development-oriented approach with 
emphasis on providing balance of payments support. This is 
reflected in the considerable commodity component (PL-480 
edible oil, phosphatic fertilizer, agricultural equipment, 
insecticides and contraceptives) and the substantial local 
currency cost financing in projects. The focus of the projects 
corresponds with the government's new development priority 
sectors of agriculture, energy and social services. Terms of 
the assistance are two-thirds grant and one-third concessional 
loans. During PFY 83, the United States obligated a total of 
$250 million, of which $50 million was in PL-480 financing of 
edible oil. For PFY 84, the United States has pledged to 
contribute $275 million, including $50 million in PL-480. 

The military assistance package is composed of $1.6 million 

in FMS guaranteed credits to be extended over five years 
beginning in PFY 83. Pakistan offers an expanding market for 
American goods and services. The United States has been a 
major supplier of agricultural products, especially wheat, 
edible oil, and tallow. Other major exports have been chemicals, 
fertilizers, industrial raw materials, machinery and trans- 
port equipment. The nature of the Pakistani market is 
changing, however, and increased domestic production of 

wheat and urea fertilizers has virtually eliminated the need 
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for imports of these goods. However, there are prospects for 
other U.S. exports as Pakistan seeks to develop its infra- 
structure and foster import substitution and export-oriented 
industries. Good opportunities exist for sales of cotton; 
synthetic yarn (especially because of the shortfall in 
Pakistan's cotton crop); edible oil; food processing equipment 
(including edible oil processing equipment); animal tallow; 
chemicals; phosphatic fertilizers; pharmaceuticals; metalworking 
and finishing machinery; machine tools; agricultural and 
irrigation equipment; chemical, cement and fertilizer plants 
and machinery; power generation, transmission, and distribution 
equipment; natural gas purification processing, distribution 
and pipeline equipment; computers and software; telecommunica- 
tions and aviation equipment; transport equipment; health care 
and hospital equipment; construction and mining equipment 
(especially for coal); oil and gas field equipment (including 
pipes, pumps and related equipment); analytical, scientific, 
and laboratory equipment; and textile and leather machinery 
equipment. 


Great importance is attached to the role of foreign private 
investment in accelerating the pace of industrial development 
in Pakistan. The government encourages foreign investment in 
industries that are capital-intensive, require sophisticated 
technology, or are in export-oriented or import-substitution 
industries. Most recently, the GOP has begun emphasizing the 
need for joint ventures in agro-industrial and light engineering 
projects. U.S. private direct investment in Pakistan to date 
is concentrated in fertilizer projects, although smaller 
investments exist in pharmaceuticals. U.S. companies are also 
involved in oil exploration and production in Pakistan. 


In April, 1983, the U.S. Overseas Private Investment Corporation 
(OPIC) sponsored an investment mission to Pakistan. This was 
one of OPIC's largest investment missions, with 27 participants 
representing 25 firms from a broad spectrum of U.S. industry 
(agrobusiness, refrigeration equipment, gypsum wall board, 
alternative energy systems, telecommunications, hotel construc- 
tion, etc.). At the conclusion of the Mission, these companies 
announced plans to develop 22 joint venture projects with 
Pakistani partners. In addition, six other U.S. companies 
announced their intention to pursue commercial ventures in the 
near future. OPIC, which has characterized the Mission as one 
of its most successful to date, was helped considerably in its 
effort to promote investment in Pakistan by President Zia's 
announcement during the Mission that projects resulting from 
the Mission's visit would be given accelerated consideration in 
the government's approval process. 
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